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Brief Description: Amending the insurer holding company act.

Sponsors: Representatives Kirby and Blake; by request of Insurance Commissioner.

Brief Summary of Bill

* Amends the statutory framework that governs insurance holding companies.
* Repeals the provisions under RCW 48.31C.

Hearing Date: 1/13/15
Staff: Linda Merelle (786-7092).
Background:

In 1993 the Legislature amended the insurance code to conform to the financial regulation
standards and regulatory statutes recommended by the National Association of Insurance
Commissioners (NAIC). The legislation addressed, among other things, insurance holding
companies; insurance company examination procedures; insurer capital and surplus
requirements; limitations upon individual insurance company exposure to individual risks;
valuation of insurance company investments; receivership, liquidation and rehabilitation of
insurance companies; and penalties that may be imposed by the Office of the Insurance
Commissioner (Commissioner).

The provisions under this 1993 legislation were codified in RCW chapters 48.31B, which
addressed non-health care insurers, and 48.31C, which addressed insurers who provided health
care insurance.

Summary of Bill:

The provisions of RCW 48.31B are amended to adopt the NAIC model act regarding insurance
holding companies.

This analysis was prepared by non-partisan legislative staff for the use of legislative
members in their deliberations. This analysis is not a part of the legislation nor does it
constitute a statement of legislative intent.
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Subsidiaries.

A domestic insurer, alone or in cooperation with one or more persons, may organize or acquire
one or more subsidiaries. The subsidiaries may conduct any kind of business or businesses. The
acquisition of subsidiaries is also subject to the percentage limitations contained in Chapter 48.13
RCW, which pertains to insurer investment programs.

Acquisition of, Control of, or Merger with Domestic Insurer.

A person acquiring a domestic insurer must file a pre-acquisition notification with the
Commissioner. The required statement regarding acquisition must include an agreement that it
will provide an annual report regarding risk as long as the control exists and an
acknowledgement that the person and all subsidiaries within its control will provide information
to the Commissioner upon request as necessary to evaluate enterprise risk to the insurer.

The Commissioner must approve a merger or other acquisition unless after a public hearing he or
she determines that the resulting change of control would cause the domestic insurer to fail to
meet the necessary standards. The public hearing must be held within 30 days after receipt of the
required statement regarding the acquisition and at least 20 days' notice must be given by the
Commissioner. The Commissioner must make a determination within 60 days before the
termination of the proposed transaction. If the proposed acquisition of control will require the
approval of more than one Commissioner, the public hearing may be held on a consolidated basis
upon request. The person making the request must file the statement with the NAIC within five
days of making the request for a consolidated hearing.

If the Commissioner determines that the person acquiring control of the insurer must maintain or
restore the capital of the insurer to the level required by rule and law, the Commissioner must
make such determination no later than 60 days after the date of the notification of change in
control.

Divestiture.

A controlling person of a domestic insurer seeking to divest its controlling interest must file with
the Commissioner a confidential notice of its proposed divesture at least 30 days prior to the
cessation of control. The insurer must be provided with a copy of the notice. The Commissioner
determines whether the controlling person must obtain approval for the transaction. The
information remains confidential until the conclusion of the transaction unless the Commissioner
determines that the confidential treatment interferes with its enforcement.

Registration of Insurers.

Registration statements required to be filed by insurers must include, in addition to the existing
requirements, financial statements of or within an insurance holding company system, including
all affiliates if requested by the Commissioner. The statements must be in a form and format
prescribed by the NAIC. They must also include statements that the insurer's board of directors
oversees corporate governance and internal controls and that the insurer's officers or senior
management have approved, implemented, and continue to maintain and monitor corporate
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governance and internal control procedures. The registration statement must also contain any
other information required by the Commissioner by rule.

Transactions Within Insurance Holding Company.

Transactions within an insurance holding company system must be fair and reasonable.
Agreements for cost-sharing services and management must include provisions as required by
rule. Some transactions may not be entered into unless the insurer has notified the
Commissioner in writing of its intention to enter into the transaction.

Notwithstanding the control of a domestic insurer by any person, the officers and directors of the
insurer are not relieved of any obligation or liability applicable under law. The insurer must be
managed to assure its separate operating identity. At least one-third of an insurer's directors and
at least one-third of the members of each committee of the insurer's board of directors must be
persons who are not officers or employees of the insurer or of any entity that controls, is
controlled by, or is under common control with the insurer.

Examination of Insurers.

The Commissioner's power to examine an insurer or its affiliates is expanded to allow the
Commissioner to ascertain the financial condition of the insurer, including the enterprise risk to
the insurer by the ultimate controlling party, by any entity or combination of entities within the
insurance holding company system, or by the insurance holding company system. The
Commissioner may order any registered insurer to produce information not in the possession of
the insurer if the insurer can obtain access to such information pursuant to contractual
relationships, statutory obligations, or other method. An insurer who fails to provide requested
information and does so without merit may be fined $10,000 for each day's delay or the
Commissioner may suspend or revoke the insurer's license. Any fine collected must be paid to
the Washington State Office of the Treasurer for deposit into the General Fund.

Whenever it appears to the Commissioner that any person has committed a violation which
prevents the full understanding of the enterprise risk to the insurer by affiliates or by the
insurance holding company system, the violation may serve as an independent basis for
disapproving dividends or distributions and for placing the insurer under an order of supervision.

Supervisory Colleges.

The Commissioner has the power to participate in a supervisory college for any domestic insurer
that is part of an insurance holding company system with international operations in order to
determine compliance by the insurer with this title.

Confidential Treatment of Documents.

Documents, materials, or other information (Documents) in the possession or control of the
Commissioner that are obtained by or disclosed in the course of an examination or investigation,
and all information reported pursuant to the annual enterprise risk report and the supervisory
colleges are privileged and confidential by law. They are not subject to subpoena, to discovery,
or admissible in evidence in any private civil action.
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The Commissioner is authorized to use the Documents in the furtherance of any regulatory or
legal action brought as a part of the Commissioner's official duties. The Commissioner must not
otherwise make the Documents public without the prior written consent of the insurer to which it
pertains, unless the Commissioner, after giving the insurer and its affiliates who would be
affected notice and an opportunity to be heard, determines that the interest of policy holders,
shareholders, or the public is served by the publication. The Commissioner or any person who
has received Documents may not be required to testify in any private civil action concerning any
confidential documents, materials, or information.

The Commissioner may share confidential and privileged Documents with other state, federal,
and international regulatory agencies and the following: the NAIC; and state, federal, and
international law enforcement authorities, including members of any supervisory college. The
recipients must agree in writing and have verified in writing the legal authority to maintain the
confidentiality and privileged status of the Documents shared. The Commissioner may only
share confidential and privileged documents, material, or information with commissioners of
states having confidentiality statutes or rules substantially similar to the provisions of this act.

The Commissioner must enter into written agreements with the NAIC that govern sharing and
use of information provided. Documents in the possession or control of the NAIC are
confidential by law and privileged, exempt from disclosure under the Public Records Act (PRA),
not subject to subpoena, and are not subject to discovery or admissible in evidence in any private
civil action. There shall be no waiver of any applicable privilege or claim of confidentiality in
the Documents as a result of disclosure to the Commissioner due to authorized sharing.
Repealed Sections.

The provisions under RCW 48.31C are repealed.

Appropriation: None.

Fiscal Note: Requested on January 8, 2015.

Effective Date: Except for Section 14, regarding amendments to the Public Records Act, the
provisions of the act take effect January 1, 2016. Section 14 takes effect July 1, 2017.
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